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BORSIBO PAPER 


lOTlCB a This doeuB»nt is & working patpor^ HOT 
an offioial CIA issnanos, and has not nseessarily 
been coordinated wi'tti other ORE producing oaU'» 
ponentsa It represents current thinking by one 
group of specialists in CIA« and is designed for 
use by others engaged on similar or overlapping 
studies a The opinlonB expressed herein my be 
revised before final and off ioial publioatlono 
Zt is intended solely for the information of 
addressee and not for fUarther disserainationo 
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OFSTCS OF REPORTS AMD KSTimTES, CB. 
FAR KAST/PACIFIC BRANCH 

BSTSLLIGENGE HIGHLIGHTS KO» $0 
ij. - 10 Ua^ 19h9 


SECTION Xo SHilifARY OF PAR EAST TRENDS AND DETCLORSSNTS 

On the intemet/ional scene, the laay be obliged to exercise its veto 
pofiers in the Far Eastern Commission in order to block an Australian move 
of viiiieh SOAP disapproves (p, 2)j the Chinese Gonmninists have shown intei'est 
iji the reestablishment of trade betv/ean Japan and North China (p® 2); and 
the UK has decided to extacid substantial financial assistance to Buima (p»3)o 

SCAP is sponsoring, a program of increased international responsibilities 
for Japan, primarily in the hopes of boosting trade (ps U)o 

The issue of US Ixoop withdrawal from the Republic of Korea has assumed 
increased seriousness as a result of recent local developments (pa S)o 

Chinese CoEtmxmist forces, driving rapidly south of the Yangtze, ha%'-e not 
yet attacked isolated Shanghai or outflanked Hankow (po 5) and the National 
Govemraent is still split into two camps despite the appearance of solidarity 
resulting from “Acting President*' Li's return to Canton (po 7)<> Shajighai, 
meanwiiile, faces th® prospect of grave internal disorder before the aixival 
of tlie Coiniaunists and the still less palatable possibility of being “scorched" 
in a Nationalist "defense to the laet" (po 6) o 

25X1 C 


The Batavia agreement on restoration of the Republic to Jogjakarta, 
■while representing a, considerable iraprovement jri Dutch-Republican relations, 
still leaves margr problems to be settled In Indonesia (p® 9)® 

The recent ousting of Avelino as chairman of the PMlippine Liberal 
Party mil be foliovved by cons^eting conventions of the Avelinista and 
Quirinista factions, thxis formalizing, the split in Liberal rarsks (p® p)® 



T^*lnai*gInaX~HotatiOns ■U3ecrTn~siicc6^xh^1JicHonF”'o?“£E'i3 7/661^™ 
{“A“, "B", or ”C" ) indica'fce the importance of the items in R/5E opinion, 
with "A" repx'esenting the most innortant® 
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SECTION lie DBVELOBfENTS IN SPECIFIED AREAS 


OBI'ISRM. 

US may exercise veto In TEC “»=» Australia’s intended introduct5_on of a policy "B” 
propose lief ore the far Eastern Coramission, extending trade tmion bargainJjig 
rights to Japanese government employees, may bring a US vetoo The Australian 
action, taken in cognizance of the situation created by the Japanese Govern- 
ment’s SCAP-approved denial of union rights to civil servants, is supported 
by Common?/ealth and other countries in the reCo A US veto can be expected to 
antagonize these countries, already inclined to see a revival of Japanese 
totalitarianism in legislation which restricts civil, liberties o 


General MacArthur reports that the present Japanese government probably 
would hot accede voluntarily to the Ciianges mandatory under the Atistralian 
proposalo He bQli.evas that reversal of the present US stand would involve 
a threat to the US position in Japan and viavra itith special alarm the csx- 
tension of collective bargaining rights tc workers in the Cornnunist-dominated 
coraniTjnications field, thus subjecti.ng Japanese internal security forces to 
a possible conBriunications breakdowno 'fec/iirthur believes, further, that, a US 
reversal would strengthen the Cormnunist position in Japan, Sri consequence, 
he urges firm adherence to the present position and use of the veto if 
necessary,; 

Cheese Communist s o pen Japan trade questio n — The liinistry of Industry «B'* 
Commerce (MICTl^i Colimmiit-held T^ientsin has recently 'ini.tiated attempts' 
to open trpde between North China and Japan, The MC approaclied the US ' 
Gonsulate to find out whether or not SOAP would peismit such trade with 
North China, stating that 100^000 tons each of coal and salt \mre available 
in exchange for Japaiaese machinery and other iteE®o In addition, a US 
firm has been commissioned by the I.TIC to arrmge trade with Japan on the 
basis of barter and/or link exchange© The large voliaae of goods which 
could be profitably exchanged by both countries and the bulk nature of 
North China’s conanodities coal, iron oxe and salt **“ whose coraraercially 
most feasible raarlost is Japan, are strong pressures on North China to trade 
witli Japan© 

, These official overtures for the revival of Japanese trade might well 
be an implementaticai of recent Chinese Communist top)— level policy state- 
ments that *'the foremost work*’ of the Communists now is ''' rehabilitation 
and development of industry", and that this "work?' requires exchange of 
"agricultural products© © ©©©for machinery from abroad©" TAG Yi-lin,’ P&nister 
of ladustxy and Commerce, is said to have claimed that extremist lower- 
level Communists have "complicated the situation", but that from now on 
the moderate industrial policies recently announced by the CCF’s Central 
Committee will be carried out© YAO reportedly is very anxious to restore 
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China” s prewar trade levels with the West, particiilarly the US, and Japano 

t 

Th5.s Coramunlst approach to the US Consulate and the US firm, possibly 
indicates that the Communists may be changing their attitude toi’jard foreign 
trade I supplanting reluctance and indecision xvith cooperation and encourage“ 
inanto If this change occurs, and if SOAP and V/estern Powers cooperate. 
Communist China’s commerce may be expected to increase laany times over 
that of the last few months and probably will exceed the volirae attained 
during the recent Nationalist regime* 

UK extends loan to Burma — The UK has decided to extend Ijiirnediate ”B” 

Hnahcial as^i^ance «~“to the amo\int of several million pounds — on a 
3 hort“term basis to the near“baakrupt Burmese Govemmentp primarily to 
finance Burma’s rice crop and defray budgetary deficits o Although no 
final agreement has been reached by the two governments, the British 
Embassy in Rangoon has recomnended a technique ’.vhereby a Sterling loan, 
blocked in London and controlled by the UK, would be advanced as currency 
security and issued to Burma in x’upeeso It seems likely that this plan, 
or a similar one, will be adopt edo 

The impending loan has been .jubilantly liailed in Burma as a "spon- 
taneous one without anj*- strings attachedo" The British decision, however, 
will include conditions Tijhich will be imposed in a manner designed to 
avoid offending Burmese sensibilities o The British action is motivated 
largely by the desire to develop stability, arrest the spread of Communism, 
and to prevent the collapse of a government at least somewhat favorably 
disposed to the extensive British interests in Burmao 

V/hile financial assistance will serve the British purpose by easing 
the yjurmese Government’s desperate financial position, raising British 
prestige in the eyes of the Burmese Government and perhaps making the 
Government more receptive to British "suggestions", the basic problems 
remain to be solved© Burma will continue to be a financial "rat hole" 
until production is revived and such economic rehabilitation continues 
to depend upon the restoration of law and order* The British may ’:>e 
expected to exert discreet pressure on the Burmese, using financial aid 
as a lever. Remedial actions, such as coming to terms with the dissident 
Karens and possibly the Peoples Volunteer Organization, are certain to be 
among the British suggestions© Although the British approach contains 
the elements which could lead to a gradual improvement bf the chaotic 
Burmese situation, the situation has deteriorated to such an extent that 
the prospects of its achieving any more than limited success are not 
bright* 
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JAPM 

pf tote ^aatlonal re8Pon3jbj, 1,lti^^>^AfH-.^ a lapse «B'» 
^ tomrdn Japan's resumption 

U.S. feels that the peace treaty is delayed 
indefi^tely and international rights continue to be denied the Japanese 
through no fault of their own. Even partial International recognition, in 

contrast, would promote Japanese trade and Ifcus alleviate the US financial 
utiraono 

/ 

Mw most publicised attempt to date to secure acknowledgement of a new 
international status is tho effort to obtain official recognition for a Jap- 
^ese delegation to the 18 Ifey International Telecommunications Union (ITU) 
Pwis. %e US position has been that Japanese adherence to 
the ITU convention, mth SOAP approval and . in accordance with terms of a 

Atlantic City C onference. Is fully legal since 
the ITO Secretary General has accepted Japan's accession and has so in- 
formed member states. France, the conference's host nation, holds that 
Japan's accession must be approved by the PEC member nations and that with- 
out this approy^ Japanese may attend only as technical advisors to the SOAP 
observers, SOAP has authorised a Japanese delegaticaa to olxtaln Pr^ch visas 
In order to request official admission from the conference itself on the 
gr^ds that the French position is illogal. SOAP feels that the Japanese 
delegation, in the event of failure to obtain admission, sho-jld not take 
the positiOT of technical advisers, as acceptance of anything less of- 
ficial stetus weuid prejudice the US position relative to Japanese member- 

Silxp xn xi^ Q 

the question of resumptictti of inteomatioml broad- 
cast^ig from Japan, Successful accomplishment of this would facilitate 1) re- 
newal of normal international responsibilities, and 2) rehabilitation of this 
m^ns^of comraunication idiile SOAP can exercise supervision, A further US 
reentry Of Japan into the family of nations was the attempt to 
obtain agreei^t to "most favored nation** trealaaent at the GATT (General Aaree- 

Conference at AnnQ<y, France. UK refusal to grSt 
most favored nation treatment forced the US to drop the proposal for the pre- 

CS brou^t up In FEC a proposal to give Japan permission, 
discretion and continued control, to partiolpate in^ch In- 

^ ^ invited to enter. The rea- 

son for advmcing this proposal is to encourage the development in Japan of 

resect for the rights of ottier nations and to facilitate the progress^e re- 
suB'ptxon of its normal international responsibilities. US diplomatic officials 
directed to approach the foreign offices of all FEC nations, except 
the U^SR, to obtain support for the proposal by pointing out not only the bene- 
fite to Japanese trade but also the necessity of promoting in Japem frlendlv 
relationships with non-Communist powers, 
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|«“«!A®ibassador 2Siccio In Seoul has not yet 


oeen able to obtain President Rhee's concurrence for the early withdrawal 
of US occt^ticn troops (see B/FE Intelligence Digest Ko* 5), Muccio still 
feels that Rhee's support for the early withdrawal date can be obtained, 
hotjever, if the US will equip the Korean Coast Guard and Air Force, to the 
extent recosmaended by Muccio on several Instances since January 1949b 


«An 


The past week's developments have seriously cojaplicated Muccio* s pro- 
blem* Rhee has pled for US guarantees of Korea's defense and Independence 
and, at the same time. Initiated a press campaign blaming the Republic's 
present plight m the US and daiming that the US should not and must not 
v/ithdraw its teoops unless Korea is given an "adequate" stqjply of neapors 
and a guarantee of "all«-out American military aid" in the event of attack. 
Rhee's present publicity caiopaign apparently is beizsg handled In Seoul by 
Robert T. CGLlver - one of Rhee's circle of American friends and advisors 
during the war. Having stated tlais position so clearly to the press, Rhee 
will find it difficult to justify any subsequent support of US troop with- 
drawal unless he can simultaneously announce receipt of su<& strong US 
guarantees as he has requested* 


Muda graver obstacles in the way of Rhee's concurrence on withdrawal, 
hoTOver, were first, the outbreak of two major border clashes cai 3 I&y, in- 
volving several hundred men on each side, and second, the 5 May defection 
of elements of two battalions of the Korean Army to northern Korea, Al- 
thou^ the border incidents may well have been instigated by Rhee's troops, 
he will use them to underline his claim that Ewre arms and equlpaent are 
essential for border defense. The desertion will further undermine the 
Republic's confidoice in' the ability of its seciirity forces to resist Com** 
munist pressure and td-ll make -bho rightists increase their pressure on Rhee 
to delay USAFIK's withdrawal. 


CQIM 


Communist unilltary roachine rolls oa” — Comniuni st military forces south 
of the Yangtze— reportedly 16 armies of CHEN Yi and 7 armies of CHEH 
Kung— pressed southeast toward the Chekiang-Kiangsi railway this week 
and, according to late reports, took control of at least 150 miles of 
this vital line. Although no direct drive on by-passed Shanghai has 
moterialized to date, the fall of Hatngchow and Kashing have completely 
isolated the city from the hinterland, 'Che only surface route out of 
Shanghai now is the Tfhangpoo river and Corvnunist advance elements ere 
within 10 miles of Woosung, at the river's mouth. Despite Shanghai Com- 
mander I'ANG En-po's statements that he will defend Shanghai to the lest, 
he has admitted to US officials that he cannot hold the city for long. 
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It appears likely therefore, that TANG is in the process of evacuating 
routr§:^l.Sr"ooL‘;:^!'“* »in try to block hi. e.o.po 

To the west, the forces of CHAN Kung are reported raoTing on Hanchana 

aLtherSirr^ southeast^ hi^itaneously® 

are^to cut west from the Kiukiang 

area to cut the hankow-^Changsha railroads ” 

In the Hector, three additional armies of CHEN Kung plus 

3 armes of Lp Piao ere reportedly poised in an arc to the north of 

t Cl^'^g='hsi therefore, must novr evacuate 

to stav Lnd Kwangsi retreato If PAI chooses 

Je lu^l admittedly cannot ^thstand a major Communist attack) 

he must either surrender or make a "deal," PAI's most probable lino 

^ l^«tter troops ^o Kwangsi and 

?orcr ^ ® regaining 


iifin 


for P ^:SM!^“-D«spite a general desire 

peooS Tsw^h«r. authority to the Communists, the 

or,nr +« r! ® i ^ ^ experience a protracted and distressing ordeal 
and will ocoupataon<^ The economic situation is already grave 

of commodities, disruption 

pc has resorSd to ^^sh^^^ mounting unemploymento General TANG En» 
po nas resorted to harsh measures such as forcible removal of nart of 

the population and large-scale seizure of private property and ?u-thfr 

resident^*^ WMlf r Chinese and foreign 

cISion! TaS^.^! t Kf f justifiable military pre! 

Sf J ! probably setting the stage for a shake-down deluxe. 

B price for not defending Shanghai, This coercive military rule 

Sidw *'’* °°°““^° hardship., probably irtll lead to forildabla 

pian.“s 

mratWt'’S^'''' -"illtary .aatoear'cHIAKB 

dir8ctinir^mlii + '’^*^*^^ a program of resistance and destructioiio Besides 
mo^S^bv preparations, he reportedly has attempted to boost 

^ i I additional US aid and by telling 

Se refist^ce^lV^rff AltLugh 

CoLuuisS^f ofl'eotive, attempts to deprive tL 

communists of Shanghai’s material and administrative resources mav nrowA 

^d'oth«rrtto^th”’rr rasidoot. 

’ rLT”?“ - 

LCr- V r " 

ubor b,:: s 
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have failed to gOo Some observers believe that CHIANG’s program may 
include adoption of a scorched earth policy and attacks on foreign interests 
in an effort to involve the Western Powers© 

If carried out, those various measures might delay the Communist 
occupation, salvage some resources for the Nationalists and leave grave 
problems confronting the Conununists, Possibly in CHlANG«s mind the 
spectacle of a scorched Shanghai would furnish dramatic evidence of his 
struggle against internatiorAl Communism, indicate to foreign powers the 
need for further aid and be an object-lesson to those powers whose nat- 
ionals might lose lives and property. In any event, uncertain regarding 
actual Nationalist intentions and Communist plans renders impossible any 
accurate prediction on the exact character and duration of Shanchei's 
ordcalo 

"Acting President’* LI Rejoins Government— LI Tsung-Jen*s decision 
to leave Kwangsi and rejoin the Government in Canton indicates that a 
temporary working agreement with CiilANG Kai-shek probably has been 
reached. In oonsequonoe, the National Government, almost devoid of 
leadership since the fall of Nanking, now presents a facade of unity 
and leadership. Despite LI®s continued protestations that he would re- 
sume active leadership only if ClilANG no longer exerted separate 
authority, it is doubtful whether any concrete solution to this problem 
has been reached. 

While LI claims the support of Canton generals CHANG Fa-kwei, 

HSUEH Yueh and YU Han-mo, and hopes to have US moral support in attempting 
to replace Governor CHEN Cheng in Ihiwan, it is doubtful whether he 
has all the support he claims or is able to organize an effective bloc. 

Ho probably has received little more than general assurances of non-inter- 
ference from CHIANG, who still controls the bulk of the Nationalist finan- 

large body of troops and many Kuomintang leaders, 
CHIANG seems determined to conserve his strength for a last-ditch stand 
on tiho Foochow-sAmoy® Taiwan triangl© in "the hop© that h© can surviv© until 
the outbreak of World War III, With LI and CHIANG competing for support 
of various factions, the National Government will probably function with 
only a semblance of leadership as it continues its disintegration, 

consolidate in Dairen- -Sin.ce soon after V-J Day, Dairen 
been governed by a ''^Kwantung Administration” made up of local Chinese, 
ostensibly non-Commimists but under the Communist thumb. The "Kwantung 
Administration" has publicly claimed to be distinct from Communist China, 

In recent weeks, however, the Chinese Communist Party (CCP) has become 
increasingly prominent in Dairen, 

Late in March, the non-Communist Mayor of Dairen took a "long leave 
of absence," and a CCP member was named Acting Mayor, At an April con- 
ference in Dairen, the "CCP in Port Arthur-Dairen" formally proclaimed 
its existence and announced its connection with the Northeast Bureau of 
the CCP, At the same conference, the CCP Regional Secretary for Dairen 


Approved For Release 2002/(^ 



79-01 090A000500020009-6 



Approved For Rel^er^e 2002/01/03 


: CH^|^ ^ 9-01 090A00<Qfi^0020009- 

C«3«a 


attributed the Party'-a aucoesa in Dairen to the assiatance of the Soviet 
alS «^«°lairaed the Sino^Soviet Treaty of 1945 for "preventing imper- 

non-CoTrnnt^iat Chairman of the Kwantung Administration 
27 inril'^d convened People»s Representative Conference" met on 

I ^ announced that the Kwantung Administration 

^d tS!? Executive AdminiatratJon" 

’’elected" President. The Dairen CCP 
ecreUry, addressing the conference, said "The Port Arthur area is 
^occupied by Soviet troops according to the Sino»Soviet Treaty, and is a 
new democracy* liberated area. The political power in Pornj^hur-DaLen 

liberald areas in thfwiole co^try 

USSR signify that the CCP, with the connivance of the 

T" »*®«P‘>*i8it,ility for the administration of Dairen, 
proclaimed the Kwantung Penlnaula a part of Communist China and gone on 

bv th» **“ 8o».rnii»nt of China to b« estamahod 

^ Chinese Communists will probably request the USSR to 

open Dairen as a nrt'ia+: j i . . 



Approved For Release 2002/01/0 


P79-01 090A000500020009-6 



Approved F|^r^elease 


IIIDOIESIA* 



Republican regtoration agreement reached— The tension which has 
existed for the past year since the breakdovm of Dutch-Hepublioan 
negotiations under the Renville jVgreement has been relieved considerably 
by an informal agreement reached at Batavia on 7 May under the auspices 
of the UN Commission for Indonesia. Although tlio Dutch agreement to 
restore the Republican government to the entire residency of Jogjakarta 
represents a first in^iortant step in compliance with tlie 28 January 
Security Council resolution, wide differences still exist in the positions 
of both parties. Rirthermore, before these major divergences can be 
d-scussed and settled at The Hague, the difficulties inherent in the 
restoration to Jogjakarta will have to be overcome. 


"A« 


The liberal policy currently being, employed by the Dutch will 
the Republicans to prove their contention that the Republic has sufficient 
popular support to maintain a stable government. It has been difficult to 
assess the extent of President Soekamo’s and Premier Hatta's political 
authority since their December internment because of the fragmentation of 
Republican political organizations during the subsequent period. 
reports, however, indicate that the Republican Emergency Government is 
prepared to accept the c^reement and rejoin the regular Republican govern- 
ment. Any solid Republican opposition to the agreement is expected to 
come, instead, from extremist elements of both right and loft who 

regard any type of agreen»nt as collaboration with the Dutch. he few 
major Republican military units which are still intact after months of 
warfare against the Dutch will probably remain loyal to Soekarno and 
the Dultan of Jogjakarta who will issue most of the orders relating to 
the restoration of Republican authority at Jogjakarta. 


PIELIPPINSS: 

Avelino loses Liberal Party leadership— On 7 May, three-fourths of "C" 
the Liberal Party* s National dommlttoe voted to relieve Jose Avelino, 

Quirino’s intra-party rival in the forthcoming presidential race of his 
iob as Party chairman, replacing him with Eugenio Perez, Speaker of tlw 
House of Representatives and a :3uirino follower. Avelino, who draws his 
folloviTing from sections of the central and southern Philippines, has 
scheduled a national convention of his Liberal Party faction for 12 Mayo 
The Quirino wing, which considers itself the legitimate Party and Avelino 
a deserter, is expected to hold its convention early in Jme. A resolution 
of tho reoen*fc Governors* end Mayors* Convention* substantially supporting 
Quirino* s quest for reeleotion, indicates that the President ^rlll have most 
of the old Liberal Party machine behind himo 






